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REAL ESTATE AND CONSTRUCTION SUBCOMMITTEE HEARING ON 
PROCUREMENT OF TITLE VIII HOUSING 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Reat Estate AND CONSTRUCTION OF THE 
CoMMITTEE ON ARMED SERVICES, 
Washington, D. C., Wednesday, August 28, 1957. 

The subcommittee met, pursuant to call, at 9:45 a. m. in room 313- 
A, Old House Office Building, Hon. L. Mendel Rivers (chairman of 
the subcommittee) presiding. 

Mr. Rivers. The committee will come to order. 

I wish to ask the representative of the Department of Defense who 
is here this morning in charge of housing to be the first witness. The 
subcommittee has had some information to the effect—I have not 
noticed it in the newspapers—that without any notice to this commit- 
tee, and I understand even to some of the affected departments, the 
Secretary of Defense has issued a directive that there be no more ac- 
quisition of Wherry housing and that, despite that, Capeharts would 
continue to be programed and/or built. The subcommittee is dis- 
turbed about this, and also Mr. Vinson is disturbed, because we gave 
him this information prior to his leaving on yesterday afternoon. 

I think the first thing and the important thing is that whoever rep- 
resents Mr. Bryant’s office this morning explain that to the subcom- 
mittee because we would hate to feel or believe that the Department of 
Defense and the subordinate agencies are breaking the agreement with 
this committee and not living within the spirit and the letter of the 
law or the confidence of this committee. We have no prior feelings 
about this or any predetermined convictions. We just want to know 
what is going on because it would be wrong if we got at odds with the 
Department of Defense because we are the only committee who has 
your interest and can project your interest on the floor of the Congress 
by law. That information has disturbed me a great deal and, without 
further ado, without getting in a fight with anybody unless it is nec- 
essary, I will ask whoever represents Mr. Bryant’s office to come for- 
ward, 

Mr. Ketitener. Mr. Rooney and Mr. Arrington, Mr. Chairman. 


STATEMENT OF FRED H. ROONEY, ACTING DIRECTOR OF REAL 
PROPERTY MANAGEMENT; ACCOMPANIED BY JOHN H. ARRING- 
TON, CHIEF, FAMILY HOUSING DIVISION; AND JOHN F. SNYDER, 
CHIEF, MANAGEMENT DIVISION, OFFICE OF ASSISTANT SECRE- 
TARY OF DEFENSE (PROPERTIES AND INSTALLATIONS) 


Mr. Rivers. Have a seat there. Will you tell me just what is going 
on, please? First, give the reporter your name, please. 
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Mr. Rooney. I am Fred Rooney, the Acting Director of Real Prop- 
erty Management, and this is Mr. John Arrington, Chief of our Fam- 
ily Housing Division. 

Mr. Rivers. Mr. Rooney, have you received a directive from the 
Secretary of Defense directing your discontinuance of the purchase 
of Wherry housing / 

Mr. Rooney. No, sir; we have not. On the 17th of August the 
Secretary of Defense sent a letter to the military departments in which 
he directed that the acquisition costs of mandatory Wherry and all 
others that they acquired would be charged against the expenditure 
ceiling for fiscal year 1958. 

Mr. Rivers. What does that mean ? 

Mr. Rooney. That means, for example, that within the expenditure 

ceiling which has been established by the administr: ation for Defense, 

Which is $38 billion, and apportioned among the 3 services, the cost of 
all Wherrys which are acquired during this fiscal year will be 
charged against the expenditure ceilings allocated to the 8 military 
departme nts. 

Mr. Rivers. Does that mean that you will not utilize that revolving 
fund which the Congress made available, I think in the nature of 
$67 million or $75 million? 

Mr. Rooney. It is $75 million at the present time; yes, sir. 

Mr. Rivers. That means you will not utilize that ? 

Mr. Rooney. No,sir. We will use the funds in that revolving fund, 
but the cost—in other words, if I _ nt, for example, $30 million for 
the Air Force—would be charged against their expenditure ceiling. 

Mr. Ravers. Have you used all the Air Force available allocation 
for the fiscal years 1957 and 1958 ? 

Mr. Rooney. No, sir. 

Mr. Rivers. Do you plan to buy the houses which we have author- 
ized and directed ? 

Mr. Roonry. Yes, sir. 

Mr. Ketiener. Are you going to be able to do it ? 

Mr. Rooney. I think for the most part that we will. On the other 
hand, there are many projects which are permissive, and I feel within 
that $75 million it is possible that we will not be able to acquire all of 
them. However, I am certain that those which are now mandatory 
we will be able to acquire in fiscal year 1958. 

Mr. Rivers. Is it your intention to construct Capeharts where un- 
negotiated or unpurchased Wherrys exist ? 

Ir. Roonry. No, sir. 

Mr. Rivers. Do you feel that you are keeping the spirit and the 
letter of the law and the agreement with this committee by doing that ? 

There is your lawyer sitting to the left of you. What do you think 
of that, Mr. Arrington? 

Mr. Arrrneton. Yes, sir; we do. In the past there have been a 
number of instances of Capehart projects which have gone under 
construction prior to acquisition of the Wherry, but we feel by now 
thiat enough time has passed to permit us to bring the two programs 
into proper time balance, and we do not contemplate that any future 
Capehart projects will actually start construction unless specific 
action 
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Mr. Rivers. Somebody this morning handed me a letter from the 
Department of the Air Force signed by Lieutenant Colonel Richard- 
son—lI assume he is here this morning—with reference to the purchase 
of the Wherry units we apeoved the other day at Sheppard Air 
Force Base and, I think Holloman. 

Mr, Ke_teuer. Holloman Nos, 1 and 2. 

Mr. Rivers. The Air Force got to some kind of agreement with the 
man. Of course this is in your shop, and they follow your directives. 
He feels that despite the fact that he m: ade this agreement—I will 
not refer to how it was arrived at, but it was made—he feels that the 
Air Force is not going through with its commitment. Do you know 
of anything that would prevent it under this directive ? 

Mr. Arrinoron. Action taken by the Air Force such as you describe 
is not a result of any instructions issued by our office. 

Mr. Rivers. It is not a result of it? 

Mr. Arrincron. I do believe that the Air Force is concerned about 
the impact of the monetary limitation, and that is the problem which 
we are now attempting to resolve within the Department of Defense. 

Mr. Rivers. The committee has—I apologize to the subcommittee 
for taking so much time myself because Mr. Hardy and the rest of 
these gentlemen have spent so much time on it. If you have questions, 
goahead., 

Mr. Harpy. You go ahead and then I have some questions. 

Mr. Rivers. What I want to find out is, would any directive from 
your shop proscribe the capacity of ine respective and subordinate 
departments, that is, the Army, the Navy, and the Air Force—and 
they do not have to be in that order, that is just the way they come to 
me—from carrying out the commitments heretofore arrived at? 

Is that a good question, Mr. Kelleher? 

Mr. Ketiener. Yes; a very good question. 

Mr. Rooney. I think the answer to that is “No.” On the other 
hand, I recognize that by establishing an expenditure ceiling for fis- 
cal year 1958 you have to evaluate all of your requirements within the 
Department and determine those which have the highest priority. 
T would like to point out—— 

Mr. Rivers. But this is subsequent to August 17. TI am talking 
about prior to August 17. 

Mr. Rooney. I would say no prior to August 17. 

Mr. Rivers. If they got together with an individual and said, 
“Listen, [ want to buy this property of yours,” and a man goes out and 
makes other commitments with the residue of his capital on the basis 
of what he expects to get from disposal of that property to the mili- 
tary, it would be breaking a contract with him or certainly breaking 
faith with him if he gets a letter such as this man got. 

Mr. Harpy. If you would permit. Mr. ¢ ‘hairman, T think actu: ally 
we are concerned also with the fact that it looks to me as if there 
might be some indication of bad faith to this committee if this action 
is to have the effect of causing any one of the services to decline to 
acquire any of these mandatory projects which have been cleared by 
the committee. If the letter of August 17 or any other action taken 
by the Secretary of Defense or any of the three services has the effect 
of doing that, then I think we had better understand it, right here 
and now, Mr. Chairman, because that is a clear violition of the 
understanding that we had. 
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Mr. Rivers. That is my understanding. If by any directive of 
yours you cause the subordinate military “dep: irtments to abrogate a 
contract that they arrived at which was approved by this committee, I 
think it would be a bad thing because I cannot tell what would 
happen. It will not help you in the future with this committee. I 
hope you understand that I want you to advise me on that. Anything 
else we do this morning is not important until we get this settled. 

Mr. Ketiener. Could I interject at this point ? 

Mr. Rivers. Yes. 

Mr. Keiiener. It is my understanding that prior to the memo- 

randum of August 17 there was a revolving fund which was a true 
revolving fund. These projects would be purchased out of that fund 
and it would be replenished by rentals gained and housing allowances. 

Mr. Rivers. That is right. It had nothing to do with their ceiling. 

Mr. Kewtiener. That is correct. As I understand the situation 
now, the acquisition of a Wherry project is in competition with the 
purchase of an airplane, the construction of a runway, or anything 
else that any one of the military departments and particularly the 
Air Force, since they seem to have construed it most narrowly, intend 
todo. Once it was a separate thing. It is now part of a pot and will 
be competitive with things that it cannot compete with. 

Mr. Rivers. Is that right ? 

Mr. Rooney. That is correct insofar as expenditures are concerned. 

Mr. Rivers. That is what we are talking about. 

Mr. Rooney. Right. 

Mr. Harpy. May I follow that up, Mr. Chairman ? 

Mr. Rivers. Go ahead. 

Mr. Harpy. I would like to understand just exactly what you are 
talking about. 

You have a $75 million revolving fund out of which you are sup- 
posed to buy these Wherrys, and that is supposed to be replenished 
by your quarters allowance? Is that factual or is it wrong? 

Mr. Roonry. That is correct. 

Mr. Harpy. When you make your expenditure out of your quarters 
allowance into the revolving fund, then that is a part of your ceiling 
also; is that right ? 

Mr. Rooney. I think that would be true. 

Mr. Harpy. Of course that is a part of your expenditure. 

Mr. Rooney. Right. 

Mr. Harpy. In other words, you have a double-barreled ceiling on 
this thing, and as far as the Wherry property is concerned you are 
caught in a two-way proposition. ‘It adds into your ceiling when 
you ‘take it out of the revolvi ing fund. It adds into your ceiling when 
you put the quarters allowance back in the revolving fund. Who in 
the name of the Lord ever heard of anybody on an accounting basis 

talking about a revolving fund being part of a ceiling? If you can 
explain it, I would like you to, because it does not make any sense 
to me. 

First of all, clear up that one question for me, if you will. If you 
are spending against your ceiling when you pay the quarters allow- 
ance into the fund and you are spending against the ceiling when you 
pay out of the fund to buy Wherrys, where in the world do you come 
tointheend? You are charging the thing against the ceiling twice; 
is that right or wrong? 
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Mr. Rooney. I think that is correct. If I took the money out of 
there initially as a charge against my expenditure ceiling, anything 
that I have paid out against the quarters allowance certainly a 
be a charge. 

Mr. Harpy. Then when you take any money out of a revolving fund 
you are making two charges against your ceiling. What kind of ac- 
counting is that? 

Mr. Arrineron. Mr. Hardy, we also are concerned about this par- 
ticular matter, and right at the moment we are attempting to seek ¢ 

resolution. 

Mr. Harpy. Who worked this up, Mr. Arrington? Did you do it? 
Was it done in your shop or in somebody else's shop! I would like 
to find out who is the father of that brainchild, or does it have dubious 
parentage / 

Mr. Arrineron. This did not emanate from our office. This did 
not come from Properties and Installations. 

Mr. Harpy. Let us lay it on the line. 

Mr. Arrineron. I believe the Office of the Comptroller did grant it. 

Mr. Harpy. If that is Mr. McNeil, Mr. McNeil is usually a pretty 
fair and reasonable fellow but if he has done this and he has a double- 
barreled charge against the ceiling on this one, he is just as wrong 
as he can be. 

Mr. Rivers. Did your oflice resist this concept ? 

Mr. Arrincron. We are attempting now to resolve this problem, 
and we understand that we are in a position to assure you—Mr. 
Rooney will correct me if I am wrong—that all mandatory Wherry 
projects will be bought without interruption to the schedule. 

Mr. Rivers. Without the : application of this directive / 

Mr. Arrincton. That we will be able in one fashion or another to 
work out this funding matter so that it will not interfere with the 
present mandatory acquisition schedule. 

Mr. Rivers. Mr. MeNeil is pretty well thought of up here, and I 
have known him ever since he came to work for Secretary Forrestal. 
I am at a loss to see how he would make such a directive without first 
advising us that he made it. It is unfortunate that we have to pick 
up this ‘thing by rumor. A very prominent man on the Appropria- 
tions Committee came to me and asked me about it, and I did not know 
about it. I am only chairman of a subcommittee, and I was not sup- 
posed. to know. Mr. Vinson was not supposed to know, because he is 
only chairman of the big committee. He has been here ‘only 45 years. 
That isa bad way to do business, 

Mr. Harpy. Is anybody representing Mr. McNeil here? 

Mr. Rivers. Have we anybody here representing Mr. McNeil? Why 
do we not have a representative here, Mr. Kelleher ? 

Mr. Keiitener. Of course, the immediate responsibility is in Mr. 
Bryant’s office. 

Mr. Rivers. We are speaking for Mr. Vinson, and we are hoping 
that Mr. McNeil will reconsider this and make it sufficiently elastic 
that it will not break the faith of this committee, because that is what 
it is doing. 

You know the high esteem I have for Mr. Bryant. This committee 
has known Mr. Bryant for many, many years and has had long deal- 
ings with him in another capacity. We have nothing but the highest 








3778 


regard for the ability of your office and the straightforward and forth- 
right way you have dealt with this committee. We do not like this 
situation. We want you to tell Mr. McNeil that we do not like it. We 
urge him to rescind whatever part of that proscribes your capacity to 
permit these departments to carry out these commitments and the 
clear understanding and agreement with this committee. I do not 
have anything else tos say. Have members of the subcommittee some- 
thing to add? 

Let us know. We are going to adjourn this week. I would hate to 
think this committee would be at loggerheads on the purchase of these, 
because jf we are, it will hurt all of us. 

Mr. Harpy. Mr. Chairman, I would like to clear up one thing 
here. I would like to have an understanding, if we can, as to whether 
the services are going to be able to proceed and buy these Wherrys 
wherever they have Capehart projects. 

Mr. Arrincton. That is correct, Mr. Hardy. 

Mr. Harpy. There was a little hedging on that a while ago. I do 
not want any hedging, ifs, ands, and buts on this thing, because 
that is a very important part of the total housing proposition that 
we have before us. If there is to be any backing and filling on any of 
these mandatory projects so you are going to come up and s say, “We 
are sorry we cannot do this because we are caught in the ceiling,” I 
want to be sure that it is the unequivocal answer that there will not 
be any backing away from any of these mandatory projects and that 
they will be acquired. 

Mr. Arrrneron. The mandatory projec ts will be bought. 

Mr. Harpy. And they will be bought before you start any further 
construction of Capehart and before you occupy any on a post where 
Capeharts are now being constructed. 

Mr. Arrincron. They will be bought before any new construction 
of Capeharts proceeds; that is correct. 

Mr. Harpy. All right; how about those where you have sirendly 
begun? You have h: ad a policy that you would not occupy the Cape- 
harts until you acquired the Wherrys. Is that policy still in effect? 

Mr. Arrineton. That policy is still in effect. 

Mr. Harpy. How long will it be before you will arrive at a point 
where you have completed Capeharts and, because you have not pro- 
ceeded with your acquisition of your Wherrys, you have a Wherry 
sitting there and are completing a Capehart which is remaining empty 
because of that policy and because of your failure to acquire the 
Wherry? 

Mr. Arrineton. One situation which comes.to my mind, where we 
do have a slight time squeeze, Mr. Hardy, is with regard to the Army 
project at Fort Ord. We have just received the Army’s request for 
acquisition and we are expediting its transmittal for clearance. 

Mr. Harpy. Is that Capehart completed 4 

Mr. Arrincron. You are expecting occupancy shortly? Occupancy 
how soon, Colonel Symbol ? 

Col. Paut H. Sympor (Chief, Family Housing Division, Depart- 
ment of the Army). ‘Two or three weeks. 

Mr. Arrincron. Two or three weeks. 

Mr. Harpy. What do you mean by occupancy? Does that mean you 
expect to have acquired your Wherry within that period ? 
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Mr. Arrincron. I would say that the request for committee clear- 
ance under section 419 should leave our office this week. 

Mr. Harpy. You know very well we are not going to be in session. 
At least I hope we are not. Then you are figuring that you will have 
to wait a period of time since the committee does not act. You will 
be able to go ahead and in the meantime the Capeharts will sit, there 
empty; is that correct ? 

Mr. Arrincron. Our present policy permits the military depart- 
ments to grant a waiver on our nonoccupancy stipulation. 

Mr. Harpy. Now we are getting the other door open. I wondered 
about that. There is a waiver provision in your policy so that the 
policy does not really mean anything at all. 

Mr. Arrincron. We anticipated that it would be necessary to issue 
Waivers only in a very few cases. 

Mr. Harpy. You always make that kind of anticipation whenever 
you leave a little extra door to get out of but it does not work out that 
way. Actually, on how many do you think you will come up Vien 
waivers in order to keep them from sitting there empty? That i 
what we are talking about. 

Mr. Arrineron. I would say not over about four. 

Mr. Harpy. In other words, wherever you get a Capehart completed 
before you have acquired the Wherry, you are going to waive that 
proposition ; is that right? 

Mr. Arrincron. Our alternative is to permit the Capehart units to 
stand vacant. 

Mr. Harpy. That is exactly right. So why did you not say in the 
beginning, “It does not make any sense to put this policy in effect 
at all because we are going to ignore it if we do not acquire the 
Wherry”? It is a very, very silly and misleading proposition even 
to say you have such a policy when you know that. you are not going 
to let them sit there vacant. They can go ahead and drag their feet 
just as long as they want, and when you come up to the deadline when 
the ¢ Capeh: rts are completed you are going to waive the thing so. it 
will not sit there vacant. So what good is your policy ? 

Mr. Arrineton. We are issuing a memorandum from our office 
which will stipulate in order to tie this thing down even closer than 
it has been in the past, Mr. Hardy, that construction will not start 
on any Capehart projects where the Wherry project has not been 
acquired, effective immediately. 

Mr. Harpy. This committee has made that its policy ever since we 
got around to trying to understand what you had already done, but 
you had already star ted construction on a lot of them. 

Mr. Arrtnaton. Yes; that is understandable because some of those 
started before the mandatory provisions even became law. 

Mr. Harpy. That we found out. But I hoped it would not be 
necessary for you at this late date to be considering now the issuance 
of a directive to prevent any future construction where the Wherry 
had not been acquired or where steps had not been taken. You mean 
you have not even done that up to now? 

Mr. Arrineron. No, sir. Our purpose in doing it is that there are 
a few cases where the Wherry acquisition has not moved as fast as we 
anticipated. The services are approaching the point where they might 
be ready to advertise. This memo will also preclude advertising. 
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Mr. Rivers. Are you finished? 

Mr. Harpy. Mr. Chairman, I just think that we are in such a vile 
shape on this thing, actually we do not know what they are doing. 
They are not telling us what they are doing. I had thought all along 
for the last 3 months that they had a stipulation which would preclude 
the beginning of construction on Capeharts, even the ones that had 
already been approved, until they had taken steps to acquire the 
Wherry. Now you tell us you are just getting ready to issue such a 
directive. Honestly, I do not think you are keeping faith with this 
committee. I do not think you are keeing us advised of what you are 
doing. I think you are coming up here with a handful of projects 
by these individual services and trying to see how little information 
you can give the committee in order to get by. Frankly, Mr. Chair- 
man, I do not like it at all. 

Mr. Kertiener. Mr. Chairman? 

Mr. Rivers. Mr. Kelleher. 

Mr. Ketiener. Mr. Arrington has given his assurance that all the 
mandatory projects will be ‘acquired. My understanding was that 
we are going to hear some 6 or 8 Air Force projects this morning 
all of which I think are mandatory. At least most of them are. But 
I was told just before the hearing that the Air Force is not being per- 
mitted to submit them today. ‘Could you tell me why that is, Mr. 
Arrington ? 

Mr. Arrineron. I understood that you planned to review the cases— 
Mr. Snyder will correct me if this is wrong—on which the Air Force 
does have the project sheets. 

Mr. Snyper. Mr. Bryant did not sign any of the Air Force cases 
that were submitted to him. 

Mr. Rivers. Speak a little louder. 

Mr. Snyper. Mr. Bryant did not sign the Air Force cases that 
were submitted to him today because of this other situation. 

Mr. Ketiener. But it was the understanding 

Mr. Snyper. There were several permissive projects included. 

Mr. Ketiener. But some mandatory ones. 

Mr. Snyper. I am not sure whether any mandatory cases were 
among those which were submitted to him or not. 

Mr. Ketiener. I am quite sure there were, but my point is that it 
was understood that Mr. Bryant might not have cleared those proj- 
ects, but because this was a last meeting of the committee, the commit- 
tee was going to take, call it, tentative action on them subject to full 
clearance later on by Mr. Bryant’s office, but now quite suddenly it 
seems we are not going to hear those projects and I wonder what con- 
nection that might have, if any, with this new policy as it seems to me 
to be based on the memorandum of August 17. Does it have any 
connection ? 

Mr. Arrrneron. Mr. Kelleher, there is no objection to the com- 
mittee’s considering those Air Force projects in accordance with the 
discussion which you and I had on Monday, I believe. 

Mr. Ketiener. We can hear them ? 

Mr. Arrtneton. Yes. 

Mr. Harpy. What would be the purpose that it would serve? 
They have not even been cleared with Mr. Bryant. 
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Mr. Rivers. I can tell you we are not going to consider anything 
that has not cleared Mr, Bryant's office. I can tell you as chair- 
man of the subcommittee. 

Mr. Arrincron. Mr. Kelleher proposed on Monday—well, he 
called me and said the committee had this meeting scheduled today 
and asked how many we hoped to be able to compelte processing on. 
I said perhaps 3 or 4. He asked whether there would be any objec- 
tion to the committee’s hearing all cases which were essentially ready 
to go, subject, of course, to such further action as Mr. Bryant's office 
might take. I said I could see no objection to such a suggestion. 

Yertainly in the case of the mandatory projects I think it is quite 
reasonable in view of the time factor. 

Mr. Keiieuer. We did review some at the last hearing. 

Mr. Rivers. Mr. Kelleher, if we should take action today such as 
refusing to approve any project until the reconvening of the new 
Congress, is there any way they can be approved in our absence by 
default ? 

Mr. Ketiener. No, sir; the waiting period is 180 days, but there 
would not be 180 days in that period of time. 

Mr. Rivers. We can poll the committee and turn them down and 
that will stop it. 

Mr. Harpy. You mean turn down any acquisitions which have not 
been previously cleared by the committee / 

Mr. Rivers. Yes, sir; if we are not going to have the cooperation of 
the Department we are going to operate on our own. 

Mr. Kectiener. That will mean that the Capeharts would be held 
up, Mr. Chairman. 

Mr. Harpy. Absolutely. It is more important, I think, just to shut 
down on the Capeharts right now until we get this straightened out. 

Mr. Rivers. If you people do not think we have enough gray matter 
upstairs to know how to do this thing, we certainly have enough 
retribution in our system to respond when we feel we have not been 
treated fairly. Mr. Vinson has directed us to take whatever course 
we think advisable. If we are not to have the cooperation of the 
Department I do not know anything else to do, because in all my 17 
years on the Hill and since this committee was conceived, of all the 
undramatic things I can conceive of sitting where I am sitting and 
where Mr. Hardy and Mr. Fisher and the rest of them sit, the most 
undramatic thing I have ever run into is buying housing and acquir- 
ing real estate. It is not easy. I am disappointed that. this thing 
is done the way it has been done. 

Colonel Porter, I want you to stand up a second. 

Col. James B. Porrer (Family Housing Division, Director of In- 
stallations). Yes, sir. 

Mr. Rivers. We approved Holloman Nos. 1 and 2. Are they man- 
datory ? 

Colonel Porrer. Yes, sir. 

Mr. Rivers. Are you going to buy those ? 

Colonel Porter. The instruction now, sir, is that unless the money 
comes from the Department of Defense we are not going to buy them. 

Mr. Rivers. I see a letter here on July 8 where you told a man you 
were not going to buy them. 
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Yolonel Porter. Yes, sir. We negotiated for 40 projects, sir. We 
negotiated with the understanding that the funds would come out of 
the revolving fund. It was disc ussed here that it was $75 million. 
We can buy « our projects if it comes out of those funds and it is not 
charged to our runways or our airplanes or our supply, as the direc- 
tive of August 17 says it will be. 

Mr. Rivers. Have you submitted to this committee Sheppard Air 
Force Base? 

Colonel Porrer. No, sir. It is en route. 

Mr. Rivers. Do you plan to buy that ? 

Colonel Porrer. That is a permissive project and, if funds are 
available out of the revolving fund, we will buy it. 

Mr. Rivers. Are the funds available now? 

Colonel Porrrer. There is $75 million there and we can buy it based 
on the calculations we have made. 

Mr. Rivers. Does this directive proscribe your buying it? 

Colonel Porter. Yes, sir. 

Mr. Rivers. You heard what was said, Mr. Arrington, about Hollo- 
man Nos. 1 and 2. 

Mr. Harpy. It is a contradiction. 

Mr. Rivers. Are you going to release funds to buy those? They 
are mandatory. This committee has approved them. 

Mr. Arrtnetron. I am told arrangements will be made whereby the 
services will be in a position to buy the mandatory projects. 

Mr. Rivers. Heretofore approved by this committee. 

Mr. Arrtneton. Yes, sir. 

Mr. Harpy. You realize that the colonel’s testimony is in conflict 
with the other testimony before this committee / 

Mr. Rivers. It may not be, Mr. Arrington, but let us agree to let 
that stand for the moment. 

Mr. Harpy. I think he can clear this up. 

Mr. Rivers. I do not believe you like this directive and I believe 
you are diplomatic in not telling us so. That is what I believe. 

Do you think you will work out something whereby you will be 
able to buy these two? 

Mr. Arrrneron. I think we can explain this apparent. conflict. 
Colonel Porter says that his present instructions, which result from 
the existing situation, preclude his proceeding further with these 
projects. Mr. Rooney and I have simply said that we have been told 
that arrangements will be made to permit the services to buy all man- 
datory projects. 

Mr. Rivers. Do you understand that ? 

Colonel Porter. We would buy them tomorrow if we gave up an 
airplane or a runway. It is part of the problem of getting the funds 
without touching the money for the runways or the airplanes, both 
of which were defended and appropriated for. There was nothing 
in the committee hearings or Appropriation Committee hearings to 
take care of buving Wherry. That was set up by Public Law 1020. 

Mr. Rivers. That is a different proposition altogether. 

Mr. Harpy. Mr. Chairman, I would like to commend Colonel Porter 
for presenting such a clear statement. If it is factual, he will probably 

eatch the dickens when he gets back to the Pentagon. 

Mr. Rivers. I do not think he will catch the dickens when he works 
for Mr. Arrington. 
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I see that we have our distinguished colleague here from New York, 
Mr. Zelenko. 

Do you have those letters ¢ 

Mr. ZetenxKo. I handed over three letters to you, Mr. Chairman, 
because the gentleman involved happened to be a friend of mine. He 
did not know where to go. He was one of the gentlemen involved here. 
You have the letters now and the substance of the letters is as follows: 
That the Air Force or the services say that you are entitled to so 
much money and we will give you so much money. If you do not 
take it, we will condemn your property. ‘Thereupon, he takes the 
offer of the services or the Air Force. 

In Holloman, or wherever else it is, even though he does not like 
it, he takes it. He agrees with them and they agree with him. He, 
thereupon, goes ahead and makes commitments w ith the funds ¢ oming 
and he commits them in some other direction and here yesterday by 
telephone we learn that all bets are off. 

Mr. Rivers. It is timely that you handed these letters to me which 
graphically illustrate the point that Mr. Hardy talks about. I think 
your friends or constituents—or whoever they may be—bear out what 
Mr. Hardy talks about. Everybody who has these projects, if he is 
in business, I think that is the way to do business and there are a lot 
of reasons for that. They may be things such as income tax and things 
of that character. 

Mr. Zetenxo. The tragic part of that is that he was given an offer 
to take it or leave it. He is here now. He flew up from Texas. He 
is hamstrung right now. If the committee wants to hear him, he will 
testify. 

Mr. Rivers. We are trying to avoid putting affected parties on the 
stand because we would never complete our work. I think we will 
try to bring out what the problem is. 

Does that bring out the overall problem, Mr. Kelleher / 

Mr. Keuiener. I believe it does, Mr. Chairman. 

Mr. Rivers. I hope that these mandatory projects, of which there 
are two—and there are others ? 

Colonel Porter. Yes, sir. 

Mr. Rivers. How many would be handled by this directive ? 

Colonel Porrer. We had 22 mandatory projects and as of now we 
have about 7 which will not be cleared. We have about 13 cleared 
and we are waiting for the Senate to clear some of them. We are 
drawing up the closing papers and we plan to acquire them this 
summer. 

Mr. Rivers. This summer ? 

Colonel Porter. I am a little behind, but this fall. I consider the 
recess the summer vacation. 

We have two projects that have not been cleared by the Senate where 
Capehart is under construction. If we can get clearance within the 
next 2 or 3 weeks we can have them acquired and be running them 
ourselves before we occupy the Capehart. One of those projects is 
not here. 

Mr. Harpy. If Mr. Rooney gives you the money ¢ 

Colonel Porrer. If he gives us the money. 

Mr. Rivers. I think you represent Mr. Bryant; do you not? 

Mr. Rooney. Yes, sir. 
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Mr. Rivers. Do you think we can work this out with Mr. McNeil? 

Mr. Rooney. I feel that we can. 

Mr. Rivers. Could you advise the committee this afterntoon ? 

Mr. Rooney. I am not certain that I can do that this afternoon. 

Mr. Rivers. We know what has happened. The Secretary of 
Defense got in touch with Mr. McNeil and said, “You do this. You 
work it out.” 

He worked it out. That is what happened. 

Mr. Roonry. That could well happen; yes, sir. 

Mr. Rivers. That is what happened. He said, “Do it this way.’ 

Mr. Roonry. There was one other point I would like tomake. T his 
was discussed yesterday in the Secretary of Defense’s Office. 

I can assure you that there will be a solution, but I cannot assure 
you that it will be this afternoon. 

Mr. Rivers. I have broken five vacation plans already. He was 
talking about the summer, but as far as I am concerned, it is gone. 
I have another plan and I can change that; it is unimportant aoe 
us. We will stay here to accommodate you people. However, I do 
not have time to have a meeting today ; all of us are pressed for time. 

Mr. Rooney. I appreciate that and I will do the very best that I 
can. I assure you that. 

Mr. Rivers. Mr. Kelleher worked day in and day out to get these 
together. We are shorthanded in our staff and it is a difficult job. 
There is not another subcommittee meeting and they are all out of 
business except this one. 

if you can do that we will try to have one more meeting. 

Mr. Rooney. I will do the very best that I can. 

Mr. Rivers. That is a great concession on my part. 

Mr. Ferry, do you want to make a statement ? 

Mr. Rooney. There is one other thing I might suggest. 

If the meeting could be held Friday we perhaps could have the 
rest of the mandatories clear. 

Mr. Rivers. I could not be here Friday. 

Could you be here Friday ? 

Mr. Harpy. I expect that I could be and if necessary maybe we could 
work it out. 

I will tell you frankly, Mr. Chairman, I do hope that we will take 
action before we adjourn today to effectiv ely put a stoplight on every 
Capehart and every Wherry acquisition that is not specifically cleared 
by the committee. I move that it be done and that it be properly 
drawn up. 

Mr. Rivers. Let us wait a minute. 

Mr. Ferry, do you want to say something to the committee ? 

This thing is vital and we hear about chen fringe benefits. I sat 
on Mr. Kilday’s subcommittee, where we are trying to give fringe 
benefits and next year we will take the Cordiner report. These 
housing things are vital. 

Mr. Rooney. We agree with that. 


JOHN FERRY 


Mr. Ferry. Mr. Chairman, I would like to go on record as stating 
that the Air Force is desirous of ac quiring not only the mandatory 
Wherry Housing but also a number of the permissive type where, for 
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sasons advantageous to our own personnel, we would like to have 
shen taken over and become public quarters. At the present time, 
because of this directive, which would charge the cost of acquisition 
of any Wherry house against our present expenditure ceiling of $17.9 
billion in 1958, we are unable to see our way clear until this arrange- 
ment that Mr. Arrington speaks of can be worked out. We are unable 
to see our way clear to spend the money out of that $17.9 billion ceiling 
to acquire W herry housing. 

Mr. Rivers. Despite the fact that the funds for which you will pur- 
chase these outstanding obligations will come out of another area of 
money. These are figures against your $17.9 billion? 

Mr. Ferry. Sir, it is not a question of funds. It is a question of an 
expenditure ceiling. 

Mr. Rivers. So despite the fact that you have $17.9 billion out of 
the $38 billion we gave you, there is $75 million that came out of an- 
other appropriation that you will not therefore need to touch the $17.9 
billion? That comes out of the $75 million, depite the fact that you 
will use the figures to apply to your $17.9 billion ? 

Mr. Ferry. It has not been worked out. As Mr. Arrington ex- 
plained, that arrangement can be made by means of which we will have 
some of this $75 million available without affecting the expenditure 
limit. 

Mr. Rivers. Without being in vain. I think this committee tried 
its best to give every assistance on earth tw get these things. Mr. 
Hardy is on | another committee and all of us here meet day in ‘and day 
out and we are interested in these things. We want to help. 

Mr. Ferry. We appreciate that. 

Mr. Rivers. The Capehart projects that we have approved where 
you do not have anything to buy, you can go along with that. That 
is a different proposition. 

Mr. Harpy. On that, Mr. Chairman, I think that in connection with 
the discussion of what should be done after adjournment with respect 
to projects that have not been submitted, personally I am going to put 
a stop to every single one not submitted and approved by the commit- 
tee. I think we also ought to keep in mind that there are already au- 
thor zed goodness knows how many Capeharts and I think we ought 
“ try and see if we cannot find some w ay to put a stop to any single 

Capehart where there is a Wherry, if it has not already been done. 

Mr. Rivers. What I want to try to avoid doing is to affect the 
operation of the housing program as it affects the rank and file, en- 
listed and officer pe rsonnel. 

Mr. Harpy. I agree with that, but if this gets out of hand I think 
we are going to have to take some rather stringent action. 

Mr. Ferry. I would trust that the committee would not feel obliged 
to take such drastic action because that would have a very serious im- 
pact on the Air Force housing program. 

Mr. Rivers. Mr. Rooney, is there anything else you want to bring 
to the attention of the committee? 

Mr. Rooney. No. 

Mr. Rivers. Mr. Ferry, is there anything else you want to bring to 
the attention of the committee ? 

Does Colonel Porter work for you? 

Mr. Ferry. Yes, sir. 

Mr. Rivers. I know he will be taken care of. 
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Mr. Ferry. Yes, sir. 

Mr. Rivers. I want to congratulate Colonel Porter for not equivo- 
eating. That is why your hair is thin. What do you have on your 
shoulder, an eagle / 

Colonel Porrrr. No, sir. 

Mr. Rivers. I hope you get one. That is on the record. 

Mr. Harpy. Mr. Chairman, there is another matter that I think i 
particularly important right at this time. I think we ought to ake 
Mr. Rooney or Mr. Arrington whether Mr. Brown's office has estab 
lished any ‘policy with respect to the pricing arrangement arrived at 
for the various projects to be acquired ¢ That is a question that is 
involved as between the procedure now followed by the Air Force 
and the procedure expected to be followed by the Army and the 
Navy. 

I trust that you are familiar with those variations. 

Mr. Rooney. Yes, sir. 

Mr. Harpy. What is the policy of the Department of Defense with 
respect to that? Suddenly you are not going to have one service going 
off in one direction and another service going in the opposite direction 
with respect to pricing; are you? Or, are you? 

Mr. Arrineron. Our policy is that negotiations should proceed 
within the formula price basis. Even after a declaratiton of taking 
under condemnation has been filed, negotiations may continue to go 
forward in order to try to work out an equitable price satisfactory to 
both parties. 

Mr. Harpy. You have not quite answered the question. Surely 
you know the policy that the Air Force is following ¢ 

Mr. Arrineron. You mean with regard—— 

Mr. Harpy. The development of the formula price and negotiations 
with the sponsor at that price, or somewhere in that neighborhood, 
is that not what we are doing / 

Mr. Arrincion. Yes, sir. 

Mr. Harpy. Is that what the Army and the Navy are doing! 

Mr. Arrrneron. I believe that all three services are somewhat. con- 
cerned when at the same time they are negotiating within the formula 
price and they get a fair marketv alue appraisal which is significantly 
lower than what the formula price would come to. 

Mr. Harpy. Do you know of any single case where the Air Force 
has come up with an appraisal or an estimated acquisition price at 
less than the formula price ? 

Mr. Arrineron. Yes; at Loring Air Force Base. 

Mr. Harpy. That one got by me because I have not seen it. Maybe 
that. was not submitted. 

Mr. Arrincton. That is still under negotiation. 

Mr. Harpy. Of course, you have one variable in the formula price 
and that is a pretty wide variable. That is a factor for deprecia- 
tion, is that not what they call it ’ 

Mr. Kevieuer. “De *preciation” is right. 

Mr. Arrineton. We have had a legislative clarification on that in 
this year’s Housing Act. Instead of charging depreciation as such, 
we deduct an amount necessary to br ing the } project to first class physi- 
cal condition. 
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Mr. Harpy. That is right, and that is a variable. There is some 
area of discretion and judgment in it ? 

Mr. Arrineton. That, of course, is where your field of negotiation 
comes in. 

Mr. Harpy. Absolutely, and I still say within your formula. pro- 
position ¢ 

Mr. Arrrneron. That is correct. 

Mr. Harpy. Which, as I understand it, the Army and the Navy are 
not proceeding on that basis at all; is that right; or is it not? 

Mr. Arrineton. The Army had been following a pattern somewhat 
similar to the one that the Air Force struck at Loring which is con- 
fronted with a fair market value appraisal significantly below the 
formula. They are reluctant to go to the full formula price. 

Mr. Harpy. Have you analy zed the reason for the price being below 
the formula? Has your Office undertaken to make an analysis of 
the ground rules under which the appraisals were made ? 

Mr. Arrincron. We went into that in some detail in Loring. 

Perh: aps Mr. Snyder could comment on that. 

Mr. Snyper. In Loring Air Force Base we reviewed the appraisal 
and it was made in several different w ays by the 

Mr. Harpy. I am talking about the ground rules. I am not trying 
to get into the details of the appraisal but I am trying to understand 
whether or not you have established ground rules for the making of 
appraisals which have the effect of depressing the determination of 
the fair market value. 

Mr. Snyper. No; we have established no ground rules. 

Mr. Harpy. Do you not base one of your major premises on the rela- 
tionship to revenue ¢ 

Mr. Snyper. Yes. 

Mr. Harpy. When you do that, your appraiser is instructed to base 
his figure on an FHA rate of return which is supposed to be between 
7 and 8 percent, around 8 percent ? 

Mr. Snyper. That takes all of these factors into consideration ¢ 

Mr. Harpy. I want to clear up one point. I want to see if the ques- 
tion I asked you should not be answered in the affirmative. Is it not 
also a fact that in establishing the rentals for Wherrys, you had a limit 
of 64% to 7 percent for return? Then, does it not follow that your 
ground rules actually serve as a depressant if you are requiring that 
your capitalization or fair market value be related to income on the 
basis of 8 percent, when your Wherry sponsor is restricted to 61% per- 
cent? You know very well that you could not possibly come up with 
an appraisal that would be a reasonable one when you give him 
ground rules of that kind; is that right; or is it not? 

Mr. Snyper. We give no ground rules on how to make an appraisal. 

Mr. Harpy. In that area which is required on these appraisals ¢ 
Is that not a requirement ¢ 

Mr. Snyper. The person who makes the appraisal makes what he 
considers to be the appraisal in many different ways. 

Mr. Harpy. You are begging the question. You know that I have 
stated the fact as to what the ‘practice is and I know what. the price 
precedent is. I am not going to get into these details but the only 
purpose I have in raising this is that there should be some uniformity 
in the procedure followed by the three services. It is up to your office 
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to come up with some proposition of that kind. I do not think we 
ought to sit here very long and wait for it. We are in the process of 
getting a wide variation ‘and we are going to get a whole block of 
protests. 

Mr. Rivers. Mr. Hardy, have you finished ? 

Mr. Harpy. Yes. 

Mr. Rivers. Are there any other questions by any other members of 
the subcommittee ? 

Mr. Rooney, is there anything else you would like to tell the subcom- 
mittee ¢ 

Mr. Rooney. No, sir. 

Mr. Rivers. Mr. Arrington ! 

Mr, Arrtneton. No. 

Mr. Rivers. Mr. Snyder? 

Mr. Snyper. We had three cases here this morning, sir. 

Mr. Rivers. What? 

Mr. Snyper. The Army. 

Mr. Ketiener. Three Wherry acquisitions. 

Mr. Rrvers. You are with Mr. Bryant’s office? 

Mr. Snyver. Yes, sir. 

Mr. Rivers. Are they going to be approved for purchase ¢ 

Mr. Snyver. Yes; they are mandatories. 

Mr. Rivers. I understand that you were going to purchase Hollo- 
man ? 

Mr. ArrtncTon. Yes, sir. 

Mr. Rivers. Mr. Zelenko, does that answer your inquiry ¢ 

Mr. Zetenxo. In part. I think that the chairman should know, 
too, that I thank him for letting me read the letters that this gentle- 
man submitted. 

Mr. Rivers. I do think this, Colonel Porter: I do not want to reflect 
on your capacity in getting things done, because you cannot criticize 
success, but I think your letter really lays it on the line to these people. 
If they do not agree with your principle, they might condemn it, and 
I think it makes the point in pretty strong language. 

Colonel Porrer. That is what the law says. 

Mr. Rivers. It does? 

Colonel Porter. Yes, sir. 

Mr. Rivers. We have been bragging about you so we are not going 
to diminish our fine laudations of - your excellent performance. 

Colonel Porter. Thank you. 

Mr. ZELENKO. I want to thank the committee also in regard to some 
third letters that I am not familiar with—I believe the word “Shep- 
pard” is in there—but may I say this with all due respect to some 
witnesses who testified, such as Colonel Porter and the Army witnesses 
and the Air Force witnesses, they were forthright and gave the an- 
swers that you wanted. However, I do not know that I heard from 
the people in charge that they would purchase, as, if and when they 
were supposed, or if they would, with a condition. They might have 
to take it up with somebody and ms aybe it would not go through. 

Mr. Rivers. I think you made that clear; did you not, , Mr. Rooney ? 

Mr. Rooney. Yes, sir. F 

Mr. Rivers. Holloman Nos. 1 and 2 would be purchased ? 

Mr. Rooney. That is correct. 

Mr. Rivers. Did you understand that, Colonel Porter? 





3789 


Colonel Porter. Yes, sir; that is out of the $17.9 billion. I would 
like to have it taken out of the revolving fund without a deficit to our 
appropriations. 

Mr. Arrrncron. Mr. Chairman, I would like 

Mr. Rivers. I want you fellows to understand this: These gentle- 
men are here on your side. They do not like this directive. 

Colonel Porrrer. I understand that. It did not come out of their 
office. 

Mr. Rivers. I understand that. 

Colonel Porrer. I am under orders that there will not be 1 cent of 
the $17.9 billion spent to buy a Wherry unless it is to come out of the 
revolving fund, OSD. The $17.9 billion is committed for airplanes 
and runways and it is budgeted for that. It was defended for that 
and that is what we have it for. The Air Force position has been to 
let us use the revolving fund to buy Wherrys and that is it. 

Mr. Rivers. I want to be sure to make this plain to Mr. MeNeil’s 
office. We do not think that these things have the slightest semblance 
of relationship, not at all. 

We set up this fund that liquidates and replenishes itself. It is 
another proposition entirely. We set up this fund to give you a 
cushion, a safety margin and whenever it gets low, you put the money 
back into it and it comes back up. It has nothing to do with your 
budget, nothing at all, that is the most foolproof thing I ever ran into 
and I am sorry that I cannot take the credit for thinking of it first. 
It is a pretty good thing and we do not see the connection. There is 
no connection with these two things. 

Mr. Ketiener. It might be a violation of the law. 

Mr. Rivers. It could very conceivably be. 

Are you a good lawyer ? 

Mr, ArrincTon. No, sir. 

Mr. Rivers. What are you? 

Mr. Arrineron. A builder. 

Mr. Rivers. You talk like a lawyer. 

Mr. Ketiener. Mr. Rooney is a lawyer. 

Mr. Rivers. Mr. Rooney, we lawyers have to stick together. 

Mr. Rooney. Yes, sir. 

Mr. Rivers. Come back here before we leave and let us work this 
thing out. This committee has great confidence in your office and I 
want the record to show that. Ihave also told Mr. Bryant that. If 
our approach is kind of rough, that is the way we do business. We try 
not to be too rough but we are interested in this thing. 

Mr. Bennett ? 

Mr. Bennetr. No questions. 

Mr. Rivers. Mr. Burns? 

Mr. Burns. No questions. 

Mr. Rivers. I want to thank you gentlemen very much. Without 
objection, Mr. Kelleher, we are going to approve those projects in 
Florida that Mr. Vinson discussed with our distinguished colleague, 
Mr. Bennett, and our other distinguished colleague, Mr. Matthews, 
on the Navy bombing range. We have worked out an agreement with 
Mr. Matthews where you have 2 out of the 4 

Mr. Bennett. Three out of the four; one they have already. 
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Mr. Rivers. It is 2 out of the present 3. 
Mr. Trencken. Two out of the present 
Mr. Rivers. I think we ought to approve 2 out of the 4. 

Mr. Keviener. No, only Nos. 167 and 168. 

Mr. Rivers. Do you understand that ? 

The committee has refused to approve and we reject. We not only 
refuse but we reject No. 191. 

Mr. Trencken. 191; yes, sir. 

Mr. Rivers. We do not think that Mr. Matthews’ district should 
~arry the entire Navy warfare. 

Mr. Tirencken. Yes, sir. 

Mr. Rivers. If you cannot give him something besides bombs, I do 
not think you ought to give him anything. 

Mr. Harpy. Could I make a request / 

Just before I left, I raised a question with Mr. Rooney and Mr. 
Arrington about the pricing policy. There is a constituent of mine 
present, Mr. Ralph Bush, who has some concern over the pricing 
policy. Mr. Bush has submitted a statement which I would like to 
submit to the Chair for consideration for inclusion in the record. I 
know that under the situation we have we probably would not be able 
to hear him, but I would like to submit that statement. Mr. Kelleher 
has copies of that and I would like for it to be considered in the record 
in order to have the benefit of his views. 

(Mr. Bush’s statement appears at the end of the hearing.) 

Mr. Rivers. Are there any questions anyone wants to ask on this? 

Mr. Harpy. I do not think so, but I would like to express apprecia- 
tion to Mr. Bush for the effort he has put into it. I think he has 
some thoughts in here on this question of pricing policy that are 
important and that will be helpful to the committee in considering 
what the services are doing. 

Mr. Rivers. Mr. Bush, will you stand up? 

We want to thank you for this and we will take it under very serious 
consideration. I discussed this with Mr. Hardy y vesterday and at 
the moment we are planning, as soon as we get bac ‘k, to go into this 
thing fully. We are going to take a trip and we plan to come to Lee. 
I assume that you will be in business until the first of the year, is 
that right ? 

Mr. Busn. Yes. 

Mr. Harpy. Mr. Bush, I believe it would be well if you responded 
to the question. Would it be just as well for you or would you be 
just as well pleased if the committee failed to take action on your 
project until after the first of the year ? 

Mr. Busn. I would be better ‘pleased for my project to wait until 
the first of the year. I believe that it is one of the ones up for con- 
sideration today and I would hesitate 

Mr. Rivers. I think we ought to give Colonel Symbol a chance to 
say something about that. He has made some very impressive testi- 
mony about that. 

Colonel Symeot. Mr. Chairman, we started the Capehart project 
before the mandatory part of the law became effective and it is 
under construction. We are trying to acquire that Wherry project 
as soon as possible because we will want to put people into the Cape- 
hart houses and not keep them vacant. 
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Mr. Harpy. I understand the problem, Mr. Chairman. That is 
why it bothers me. 

Mr. Rivers. Are you going to make an exception in this case? 

Mr. Harpy. I am also concerned about this pricing policy and 
that is why I raised the question this morning. 

Mr. Rivers. Do you think we can resolve it ? 

Mr.- Harpy. I frankly doubt it, unless they can develop a policy 
with respect to price that is applied by all three of the services. I 
think we are going to be in an impossible situation otherwise. 

Mr. Rivers. This committee has to be very careful and the Chair 
is quite conscious of the possibility of people accusing this committee 
of getting some kind of a land grab or favoring people or doing 
various other things. We have a great responsibility. 

We want to have a rule where we feed everybody out of the same 
spoon and that is the only way to do business. We do not want to 
get into any criticism, although we expect criticism, but we do not 

want to be accused of anything that is not perfectly honorable. 
That is why we are so anxious to give everything the most com- 
plete consideration. That is why we want to do this. We cannot 
afford to play favorites. Mr. Hardy well understands that and I 
insisted upon it even when his immediate constituents are con- 
cerned. All of us are that way, or try to be that way. 

What do you have to say? 

Colonel Symon. Mr. Chairman, the Department of the Army 
does have a firm policy on procurement methods for acquired 
Wherry. We are trying to inform the committee of our policy and 
let the committee be the judge of whether we are right or wrong. 
We are the Army’s agent for all procurement of all real estate and 
we believe that they have a sound policy for their procurement. 

Mr. Rivers. What kind of a proposition is this? 

Mr. Harpy. That is where the problem comes in. That is why 
I think it is important that the Office of the Secretary of Defense 
resolve this. 

Colonel Symbol, I would like for you to clear this up. 

The Army never offers a formula price unless it accidently fits 
your appraisal; is that right? 

Colonel Symron. Sir, we believe that the law states that the for- 
mula price offered or paid shall not exceed the formula price. That 
is the ceiling, as we understand the law. We have a legal interpreta- 
tion of that. The price paid shall not exceed that. When we come 
up with a fair market appraisal and we offer the sponsor the lowest 
of the two—— 

Mr. Harpy. I am not going to get myself into the position of argu- 
ing that this system or that system is right. If I understand the 
situation correctly, the Army takes the position that it will base 
its price exclusively on an appraisal and is not concerned with a 
formula, except as a figure to stay under: is that correct? We can 
get a “Yes” or “No” to that. 

Colonel Symron. Yes. 

Mr. ‘Ffarpy. Now, if I further understand, it is the Air Force 
policy to determine the formula and use that as the basis for going 
ahead and making a sale. Every one of them are based on a formula 
determination as a basis for compensation if the sponsor declines 
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to accept. Colonel Porter, is that a fair statement of the Air Force 
policy ¢ 

Colonel Porrer. Yes, sir. 

Mr. Harpy. Mr. Chairman, you have two policies here that are 
just as far apart as the moon and we come up here and are expected 
to pass on acquisitions separated in that fashion. One of them is 
wrong. I do not know which one, but one of them is wrong. 

Colonel Symeot. Mr. Chairman, in the Department of the Army 
we consider our appraisal to be affected by three factors: Economic 
factor, percent on the income taking the value of the property, con- 
sidering depreciation, and thirdly, comparing it with other construc- 
tion on the base in this vicinity. 

We consider all of those three factors. The Corps of Engineers 
has hired a prominent appraiser well known to the country from 
Nebraska. All of our appraisals funnel through the one office so 
we have a sense of being consistent in our appraisals. In turn, this 
well-known appraiser from Nebraska hires a local appraiser in the 
immediate vicinity of the Wherry project and we believe it is in the 
best interests of the Government to offer the sponsor what we hon- 
estly believe, and what the appraiser believes, to be the value of the 
property and not over more than what we believe the property is 
worth. We believe it is in the best interests of the Government 
never to pay more than what a property is worth. 

Mr. Rivers. Mr. Arrington, and you, Mr. Rooney, and perhaps Mr. 
Snyder, why cannot we get the departments together and work out 
an understanding on the policy that we could proceed under? 

Mr. Arrincron. I think we can, Mr. Chairman. 

Mr. Rivers. I think a uniform procedure would be in the best 
interests of the Government. 

Mr. Arrineron. Our views have been closer to the Air Force 
position. The formula was intended by Congress to obviate the nec 
essity of relying on a strictly appraisal approach. 

Mr. Rivers. I think the ‘Air Force procedure is a quicker one. I 
am sure of that. 

Mr. Roonry. On the other hand, Mr. Chairman, I think we have 
to be certain that Uncle Sam is receiving full value for this and we 
cannot be in a position where someone receives a windfall as a result 
of using the formula price. 

Mr. Ketiener. But you do allow the Air Force to use the formula. 

Colonel Porrer. I answer “Yes” to Mr. Hardy. That was the 
normal situation. We have 1 or 2 projects where, if we follow the 
formula price, the sponsor adsl receive a windfall. That is based 
where the replacement cost may originally have been too high. The 
replacement cost may have been $18 million and he built it for $15 
million. He has allowed for a million and a half plus architectural 
and engineering fees. At the time his project was built he did not 
make a windfall because he had a low mortgage. 

We have some exceptions like that where they do not pay the 
formula price and we recommended to the Department of Defense 
that in those instances we get a fair market value of what the house 
is worth today, not his leasehold interest. 

Mr. Rivers. Wherever the man absorbs in the first instance the 
architectural and engineering as well as the architect’s fees as a part 








3793 


ginally 


of his organization and where he takes no windfall when he orig 


built it, you do not propose to give him the benefit of that? 

Colonel Porrrr. Yes; suppose he built it for $14.5 million. 

Mr. Rivers. And he “did the engineering and architectural work 
himself ? 

Colonel Porrer. When he figured it out we would add that to 
the—— 

Mr. Rivers. That is your proposition. 

Mr. Harpy. Mr. Chairman, actually I had not intended to suggest 
that the committee get into that. The thing I was trying to do was to 
point out what seems to me to be a conflict in the services and in the 
approach that they are making in trying to see if we could not get the 
Office of the Secretary of Defense to resolve that. That is where 
it should have been resolved before now. That is another evidence, 
Mr. Rooney and Mr. Arrington, that you have not done the kind of 
job you should have done on this proposition. These two approaches 
are just as far apart as they could be. If one is right, the other is 
wrong. I do not see how anybody could come up with some other 
answer than that. 

You are sitting in the Office of the Secretary of Defense condoning 
both of them. It is as silly as can be. 

Mr. Rivers. This discussion this morning is necessarily a round- 
table. That is why we asked you gentlemen to get up to testify on 
this. I think that in view of the procedure we have followed, I do not 
see how we can accept any of these mandatories. 

Mr. Harpy. That is the thing that bothers me, Mr. Chairman. 
Actually, on the ones that we have ‘alre: udy approved, I wonder whether 
or not we have done right. We had these fundamental issues that are 
still up in the air. 

Mr. Rivers. I think we ought to follow this procedure and re- 
ippraise our position when we return in January because I think we 
have approved for the military in excess of 90,000 units in new con- 
struction. 

Mr. Ketiener. About 92,000. 

Mr. Rivers. Ninety-two thousand in new construction in addition 
to acquiring Wherry. That does not come up to that; does it? 

Mr. Arnineron. I think you have cleared about 10,000 or 11,000 
units. 

Mr. Rrvers. I think we are obliged to approve it. I think you 
should consider this. Colonel Symbol. 

Colonel Sympot. The Army has three projects that I hope to present 
to the committee. 

Mr. Rivers. I have all three of them. They are going to approve 
them en masse. 

I think you did the honorable thing for considering any one of these 
projects where the man has absorbed, in the first instance, the archi- 
tectural and engineering and I think he should be reimbursed for that. 
If you can justify the purchase of it, that is. 

Colonel Symnor. We think he should have it. 

Mr. Rivers. You did not do it in Mr. Whatchamacallit’s case. 

Did they look into your case, Mr. Bush? 

Mr. Busu. I do not know that we had any difficulty insofar as 
arriving at the formula price. We did have some inaccuracies in it, 
but minor. In other words, all types of construction are not included 
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in that. To date I have not been able to get that corrected. That is 
$12,000 of money and when I talked to the district engineer about 3 
weeks ago—in fact, that is the only meeting we had—concerning 
an offer to sell, they had not at that time determined the effect of 
the 1957 law. They received no instructions as far as they were 
concerned and it meant nothing. They had come up with an ap- 
praisal which they were not at liberty to disclose to me, but I know 
very well that the limiting factor in any appraisal was the income. 
The real difficulty was because we built under a law which allowed 
the maximum of 614 percent return and the minimum of 5.9. The 
usual project runs about 6 percent. When an appraiser gets ready 
he applies three methods to these. There are sales above “the prop- 
erty and most of them say they cannot get it for that, no similar 
sales. When it comes to oalenstermt costs, less depreciation, the in- 
crease in the market has been so much that replacement costs will 
normally be double what the dealer gives. Replacement costs, less 
depreciation, that is. 
hus we have left the main source of trouble. I think that is the 
one thing I would like to contest with Colonel Symbol in what he 
says. If you are appraising in capitalization, you are using a con- 
trolled rent and you are not getting the fair ‘market value-of-the 
rent in the neighborhood to try and arrive at a fair market value 
of a most peculi: w kind of housing. I think the intent of the com- 
mittee would expect—the bill is well set forth and referred to in the 
hearings that I have here—they refer to this as a method of determin- 
ing the price to be paid to the sponsor. 

They tell about the difficulty they had of arriving at a fair market 

ralue, and came up with this formula as probably being the fairest 
way of doing it. 

I think the average sponsor would rather accept the formula price 
than he would to go into condemnation. I believe that for a very 
peculiar setu)> that it is the best way that it can be handled. 

Mr. Harpy. How much will you lose on the formula which they 
applied to you 

Mr. Busu. They offered me $157,000. They assured me that, while 
they could not tell me what the appraisal was, that that was very 
close to it; that unless I was ready to take $157,000 for a formula, 
where a true formula price could be $500,000, that we might as well 
call off negotiations. 

As a matter of fact, there was a little duress. I think it was their 
own fault. We have been negotiating since February or March, All 
of a sudden the Capehart is about ready to occupy. This first call I 
had said, “We do not have time, really, to take this by negotiation. 
We will probably have to run a condemnation to get it in time.” It 
is extremely expensive to me to go through condemnation. 

Colonel Sympou. I would like to tell you a little more about the 
Department of the Army policy. We intend to continue negotiations 
with the sponsors, even after we condemn, hoping that we never have 
to go tocourt. I hope that happens. 

We would like to get permission from this and the Senate commit 
tee, get the section 419 clearance so we can get down to brass tacks 
and attempt to buy this property. We do not have permission yet 
to buy it. We could not offer Mr. Bush a firm figure and if he sug- 
gests I will accept it, then we would have to back off and say, “T have 
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to go to the Department of Defense, to the House Armed Services 
Committee, and to the Senate, to get permission.” 

We would like to get permission from the committee to pay not 
more than the formula price, as the law says. Then we want to offer 
them either the formula price or the fair market, whichever is lower. 
Then we will continue to negotiate, hoping we never have to go to 
court, Mr. Chairman. 

Mr. Harpy. I think some such approach as that is probably what 
we should try. 

Mr. Rivers. Until they get permission of the Congress, they cannot 
make a fair deal. 

Colonel SympBor. That is true, Mr. Chairman. 

Mr. Rivers. If you have no objection, we will approve these proj- 
ects you have with the hope that you will use all kinds of sagacity in 
the interest of the Government, and, of course, in your consideration 
of the man’s investment. 

We cannot underwrite windfalls. We do not propose to do that. 

Colonel Sympot. We know we would be severely criticized from 
mairy sources 1f we were a part of another possibly second windfall 
profit. 

Mr. Rivers. We do not want you to bludgeon a man by the secret 
weapon, if he does not like it we will tie you up. 

Mr. Harpy. What are the three projects? Fort Lee is one. 

Mr. Rivers. Fort Lee is one: Fort Bragg is another. These are 
mandatory. The other is Eustice. 

Mr. Harpy. That is not in my district. None of these are in my 
district, Mr. Chairman. 

I believe that perhaps we ought to take action along that line, to 
go ahead and approve them, subject to negotiating them out at a 
price below, or not in excess of the formula price. I do not want to 
say below the formula price. 

‘Mr. Rivers. I think if you arrive at a fair figure between the two 
extremes that would be satisfactory. 

Mr. Harpy. The thing that bothers me, Mr. Chairman, is the Air 
Force policy which seems to me to be a far cry from what the Army 
is doing. Now, I think that Mr. Rooney and Mr. Arrington ought to 
bring this thing to a head and determine a policy that would be 
applicable to all three of the services, before negotiation is continued 
on this project, and before the Air Force goes ahead with any further 
ones they have, because it does not seem to me that we are follow- 
ing the right sort of course at all on this thing. 

Actually, you certainly are going to have to come up with a proper 
sort of price and one that you can support. That is what the com- 
mittee wants you to do. 

Colonel Sympou. Yes, sir. 

Mr. Harpy. On the other hand, we do not want you to take undue 
advantage of any sponsor. We expect you to give him as near a fair 
price as can be arrived at through negotiation. 

Mr. Rivers. Without objection, with that understanding, you go 
ahead with these projects. 

Colonel Sympou. May I take a few more minutes of your time? 

We have a very controversial issue, I know, in the alterations. I 
have some charts. May I have 5 minutes of this committee’s time to 
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show you a new approach for you to consider? It would take me 
about 5 minutes, sir. 

Mr. Rivers. That will be a separate study by this committee. When 
we take our trip we will invite you to go along with us. We would 
like to have a member from each branch of the service with us. We 
will work out something. 

Colonel Sympou. The charts are easy to read. 

Mr. Rivers. You have done pretty well this morning. 

Mr. Harpy. You have done very well. If I might comment on this 
particular point, Mr. Chairman, I hope that we will have an under- 
standing with the Army with respect to these that we have had with 
the Air Force projects, that there will be no major alterations. 

Colonel Sympou. No, sir; there will not be any major alterations. 
Weare not going to expand any walls in any direction. 

Mr. Harpy. What are you going to do? 

Colonel Syarsot. What we would like to do is take the 600-, 700-, 
and 800-unit apartments that are small and put a door through the 
wall and make 1 apartment out of 2. 

Mr. Harpy. Mr. Chairman, I am going to have to ask that that be 
deferred. I would like any structural change of that kind to be 
deferred until the committee has a chance to look at it. It will not 
be long. 

Mr. Rivers. Why is the Secretary trying to save Fort Jackson? 
I have fought with that hospital down there. I think the thing to do 
is hold your own while you have got it. We are Horatius at the bridge, 
now, keeping you in business. 

Mr. Harpy. Do we have an understanding and is the record clear 
that they are to make no major structural changes ? 

Mr. Rivers. That is my understanding; until we get back. 

Colonel Symeor. We understand that, Mr. Hardy. 

Mr. Rivers. We understand you are putting in a heater where you 
need it, storm windows, and things of that nature. 

Colonel Sympox. Or punching a door between 30 units at Fort Lee. 

Mr. Harpy. Let us not get into that. You open up a whole new 
subject matter. 

Mr. Rivers. You have Mr. Hardy on your side. I do not think I 
would get him against me if I were you. 

Colonel Symeot. Thank you. 

Mr. Rivers. Have you anything else, Mr. Ferry? I know you have 
togo. Could I see youa minute? 

Would this affect your authorization to proceed with the Wherry 
housing down at Charlestown Air Force Base? Would it affect the 
land purchase ? 

Mr. Ferry. That isa mandatory acquisition at Charlestown. 

Mr. Rivers. They do not have anything. You have already agreed 
to buy the land. 

Mr. Ferry. Weare working on that right now, Mr. Rivers. 

Mr. Rivers. As you told me, you have authorized the Army engi- 
neers to go ahead and acquire the land. 

Mr. Ferry. Yes, sir. 

Mr. Rivers. That will go through all right; will it not? 

Mr. Ferry. Yes, sir. 

Mr. Rivers. You will buy the land? 
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Mr. Ferry. Yes, sir. 

Mr. Rivers. You have 600 Wherry houses. They are about ready 
to be started. 

Mr. Ferry. Capehart. 

Mr. Rivers. Excuse me; 600 Capehart. They are ready to proceed. 

Mr. Ferry. There is no holdup at all? 

Mr. Rivers. Is there anything else in this that would affect your 
acquisition ¢ 

Mr. Ferry. Assuming that we are able to work out this arrangement 
that Mr. Arrington refers to, whereby we can proceed and acquire the 
mandatories without affecting our ceiling of $17.9 billion of expenses, 
there is nothing to hurt us. 

Mr. Rivers. Of course, the money that you had to buy land here- 
tofore comes out of another fund, anyway, in your own Department. 

Mr. Ferry. We have the money for the Charleston Co. 

Mr. Rivers. That is already included. This other thing comes out 
of something else. 

Mr. Ferry. That is right. 

Mr. Rivers. We appreciate Mr. Arrington and Mr. Rooney’s prob- 
lem. I am hopeful they can work it out. We want to be of help and 
expedite these things. 

[I think it is the Navy’s turn. Colonel Porter, we have done about 
all we can do for you today, have we not ? 

Colonel Porrer. Under these conditions; yes, sir. 

Mr. Rivers. Colonel, you did pretty well. You had better go while 
you are getting along so well. 

The Navy has Calverton, Long Island. Mr. Cunningham will 
address himself to that. 

I would like to put in the record, before we hear from the Navy— 
it is good to cite the law once in a while—that section of Public Law 
1020 (70 Stat. 1110, sec. 404, subsec. (h)), which reads as follows: 
This refers and applies to the revolving fund : 

The Secretary of the Treasury is authorized and directed to establish on the 
books of the Treasury Department the revolving fund created pursuant to the 
authority of this section. To provide capital for such fund, there is authorized 
to be appropriated a sum not to exceed $50 million, and the Secretary of Defense, 
with the approval of the President, is authorized to transfer from unexpended 
balances of any appropriations of the military departments not carried to the 
surplus fund of the Treasury such sums as may be determined by the Secretary 
of Defense to be necessary to provide adequate capital for the revolving fund. 

I do not know of anything that could be clearer. I do not see any 
conflict in the directive of the Secretary of the Treasury, and/or the 
Secretary of Defense, but to set up this fund and to replenish it. 

Mr. Kelleher, as our very able counsel, have I left anything out? 

Mr. Ketienrer. No, sir; I think you have covered everything. 

Mr. Rivers. Mr. Hardy, is that your understanding / 

Mr. Harpy. That is my ‘understs anding. I think they ought to stop 
this duplicate piece of bookkeeping. 

Mr. Rivers. I heard you call that to the attention of the distin- 
guished Comptroller. If we may be of any help, you may rest assured 
we will give it to you. 

(Whereupon, at 11:15 a. m., the subcommittee proceeded to further 
business. ) 
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AUGUST 28, 1957. 
Memorandum to: Hon. Porter Hardy, Jr. 
Subject: Determination of Fair Market Value of Wherry Housing Projects. 

My name is Ralph Bush, I am owner of three Wherry projects at Fort Lee, 
Fort Monroe, Chincoteague Naval Air Station, all in Virginia. ‘The projects at 
Fort Lee and Fort Monroe are in the mandatory acquisition category. Both of 
these are with the Department of the Army. In my negotiations I have found 
what I believe to be a lack of understanding by the Army of the intent of Public 
Law 1020 as to the determination of fair market price by the formula contained 
in this law. 

The few negotiations that have taken place between the departments of the 
armed services and Wherry housing sponsors, relative to acquisition by the 
military, have shown great discrepancy in the amounts offered by the Govern- 
ment. This is due to variations in method of determining fair market value 
by the services and their appraisers. Generally the Air Force has used the 
formula price, as determined by the FHA Commissioner, as a basis for purchase, 
and satisfactory negotiations have been completed, at least to the point of the 
sponsor submitting a written offer. 

Army and Navy have seen fit to employ fee appraisers to supplement the FHA 
Commissioner’s determination. The varying practices of these appraisers are 
causing considerable confusion and may result in many unnecessary condemna- 
tion suits, at great expense to the Government and the sponsor. 

Customary procedure in appraising an income property generally recognizes 
three methods of approach: 

1. Comparison: Taking into account recent sales of like properties. Gen- 
erally, fee appraisers of Wherry housing have said that there are not enough 
sales to establish a precedent and have not used this method. 

2. Replacement cost: Estimating the current cost of duplicating the project, 
also depreciation. This is easily done and generally will show an equity double 
that developed by the formula under Public Law 1020. 

3. Capitalization: By determining what value would be justified by the net 
income. Many appraisers have refused to use this approach, claiming that a 
Wherry project is unique and no basis exists for determining the capitalization 
factors necessary to know to arrive at a true answer. But there are others 
who have rushed in where these angels fear to tread. Their answer has gen- 
erally been less than the formula price, sometimes less than the mortgage. 

The fallacy in using capitalization in determining fair market value is readily 
apparent. Rents are controlled and limited to a range between 5.9 percent 
(minimum for debt service) and 6.5 percent (maximum allowed under FHA 
regulations). This means that for each $1 million of cost a net income of not 
less than $59,000 nor more than $65,000 was projected. Now few appraisers 
would give $1 million valuation for less than $75,000 net income. But these 
rents are controlled by the Government for its benefit. The fact that the 
projects were built shows that there was a market at the return of 6.5 percent 
or less. 

Certainly it would be just to require that, in the case of determination of 
fair market value by capitalization, a capitalization rate of not greater than 
the original rate of return, as used by the FHA Commissioner in setting the 
controlled rent, should be employed. Since this is merely reversing the arith- 
metic used in setting the rent in the first place we get back to the estimated 
replacement cost, or the formula price. 

A study of the hearings before the Committee on Banking and Currency, 
House of Representatives, 84th Congress, 2d session, on H. R. 10157 and the 
report of this committee on H. R. 11742, makes it clear that the intent of the 
committee was that the formula price, as set forth in Public Law 1020 was the 
fair market value as best it could be determined. A few quotations from the 
report (H. Rept. 2363) will prove this. 

-age 44: The entire section headed “Purchase Price To Be Paid for Sponsors 
Interest” should be read. For brevity permit the following quotes: 

“* * * vour committee has studied the matter carefully and we believe that 
the purchase price formula in the bill is the best possible solution for acquisition 
through negotiation. 

“Your committee found that the most difficult problem before it in regard to 
acquisition of Wherry housing by the military was the method to be adopted of 
determining a fair purchase price for the sponsor’s interest in this housing— 
fair to the sponsor but equally important—fair to the Federal Government. 








3799 


“* * © Accordingly the bill would provide that upon request of the Secretary 
of Defense or his designee the FHA Commissioner would determine the price 
to be paid for the sponsor’s interest in such housing * * *,” 

Clearly this is the best appraisal of fair market value available. Much study 
over a period of 2 years on the part of the committee drafting the bill came up 
with this answer. Since there has not been enough experience of sales to make 
a valuation by comparison or capitalization, the only applicable method left for 
normal appraisal is replacement cost less depreciation. This invariably results 
in‘a’ valuation in excess of the formula. It is clearly to the advantage of the 
Government to take the latter. A further safeguard against paying an exces- 
sive price in negotiation exists in the value to the Government, since it does not 
plan to pay off the mortgages, in the low interest rate on the mortgages. On 
today’s market it would take a 15-point discount to sell such paper. A nego- 
tiated deal can leave this mortgage in effect. It is highly doubtful that this 
can be accomplished by condemnation. 

It is hoped that the wisdom of the Congress in setting up, under Public Law 
1020, a formula for determining fair market value, is readily apparent. 

Respectfully submitted, 


Rateu FE. Buss. 
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